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ABSTRACT < | 

Basic concepts concerning state-level resource 
allocation to higher education are' discussed • Attention is directed 
to principles of budgeting regardless of context, the pluralistic 
nature of higher education, characteristics of higher education 
production functions, and the typical form of the budget. In addition 
to the distribution of resource's, budgets also serve as 
Accountability frameworks. College administrators are faced with the 
need to respond to several groups, each of which provides financial 
or other resources to the institution and each of which has some 
different expectations. Budgets are constructed of two basic ' 
components — a multipurpose, general component, and varied numbers. of 
single-purpose (categorical, special) components • The multipurpose 
component provides support for the basic operations and programs of 
the institution. Since the state has to treat institutions 
differently, single-purpose resource allocation approaches help to 
achieve this objective. It is suggested that states should make 
explicit that they are allocating funds for specific services, and 
institutions should understand the expectations as a condition of 
receiving money. Since accountability mechanisms are not inherent in 
the resource allocation method, they must be constructed separately. 
(SW) * . - ' 
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I? * 

Concepts and Principles fort- 



State-Level Higher Education Budgeting 



I. Introduction . , 

* ~ 

V 

- In reviewing the piles of - literature, studies, and descriptions of state 
practices regarding approaches to allocating state funds to support higher 
education, one can't help but be struck by the enormous diversity, and in some 
cases complexity, of resource allocation mechanisms and processes being 
employed in the several states, fcxaminea under a microscope, these decision 
processes are found to 'consist of myriad elemental sub-decisions arrayed in 
complex ways, formed by a large and continually changing cast ,of characters, 
and never exactly replicated. One is also struck by other phenomena that 
become apparent after an immersion in the state of the art. First is the 
absence of attention to the basic tenets of sound budgeting practice revealed' * 
in so much of what is found in the^descriptive literature. Resource allocation 
is revealed as non- purposive , 'and the accountability mechanisms normally • 
considered to be an integral part of the follow-up to the. resource allocation 
process are either missing or inconsistent with (and counter-productive to) the 
resource allocation scheme. Perhaps 'most importantly, one becomes very aware 
that state-level resource allocation approaches (as they apply to higher 
education) most often have been developed from an institutional 
perspective — they are institutional mechanisms applied at the state level 
rather than approaches developed expressly to reflect the state perspective 
regarding the allocation of resources. The mechanisms put in place to guide 
the state-level resource allocation process invite state-level decision- makers* 
to treat, as policy variables, items that would otherwise be considered well 
within the managerial prerogatives of institutional administrators. 



lrfhat isjoalleti for. is* a perspective on,- approach to> state^£vel y bjudgetilog t - " ■ \ 
•aiad resource allocation for higher; <e ducat iort that, starts, f viSm .i^^tate point 
-of view, is. fohsistent with sound principles of both buc^etirig/^d^ma^gement, 

•••• • ■'. * - ' V:--.* * r ;-, w '-\- : ■■ • *r. - *-V \ ■ ~ ' '. / 

and recbgnizes the > dif£ererit\tand •"jflif faring) chdi-adters ai>d.^har^cteristics of 



' -higher* education •ins r tit^tipns'. ' . ■ ^r^ r '\ v ".""".^ i -.:v/> "V ° 

If one starts out to respond; to this need, it is possible to Weave together a- 
coherent conceptual picture of two independent 'entities- — ^higher education 
institutions and state government (or its relevant components ) — bound together 
by a series of relationships that extend beyond funding to include governance, 
service, and accountability relationships as well. 

Over the past year or so. I have been about the business of thiriking through 
some of -the conceptual underpinnings of first principles of state-level 
resource allocation to 'higher education. I am not at all sure that I have made 
the leap from concepts 7 to principles, but. 1 would like to share with you some 
of the notions with which I have been toying and seek your response to some of 
these notion^. " 

II. The Conceptual Building Blocks 

There are several basic underlying concepts that are useful and necessary 
building blocks for the identification of guidelines and first principles for 

resource allocation from states to institutions. Among thfese building blocks 

* * * ° * ■ 

are * . 



..... nim%£:, ' 

a. The principles of buctoeting regardless of context 

■ W 

b» The pluralj^t.ic nature of higher education 



* 
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• « c * Particular. characteristics of higher education production functions 

- e ' typical foritt |5?? **** budget I multi-purpose and single-purpose 
components) /!■ * 



Pkptors and considerations regarding each of these basip building blocks serve 
to shape an approach to re^oOrce allocation that is based on sound principles 
and fits the particular conitext of state-level resource allocation to higher* 
education. The balance of this section is devoted to a brief discussion of 
these basic building blocks! The next section attempts to derive some first 
principles based on these building blocks, 

•'. . ' ; • •! % . . ' \ . 

Principles of budgeting j 

The base function of the bucjgeting process is to parcel out available state 

i k ^ ' 

resources to the various functions of state government and, more specifically, 

, '\ . ■ 

to the entities charged with carrying out these functions. Many would limit. 

their view pf budgeting to ihis narrow view of the world. To them, budgeting 

is an exercise in divvying up the pie. It is a financial exercise that starts 

and stops with the bottom line of the appropriation. This conception of 

budgeting is too narrow. r ijfeere are at least two other functions that budgets 

perform. First, ^STdgets are the bridges between intentions and actfcpns. N They 

are- the devices by which the states 1 plans are carried out and «by which 

priorities are signalled. It must be recognized that states do support higher 

Education systems for reasons other than habit. Some reasons are general and 

amorfhous; oth^hs are very; specific. More often than not these priorities and 

pu0k$es 0re not explicit — written down and agreed to by \>h^jprincipal actors. 

The budget is the single mechanism through which states can reward and grant 



fevors to state organizations and the employees thereof in tangible and..- 
positive ways, because the budget^ and ' ,' . * 

the process by which it is determined are' so important, procedures for 
calculating budgets are not value ~f ree*. m The fact that the values are implicit 
rather than explicit or that they wei^e not considered when the calculation 
procedures were devised makes them neither neutral nor inconsequential. This* 
b^ing the case, it behooves the state to consciously choose allocation 
mechanisms that reinforce institutional behaviors considered as being most 
desirable. 

* e ■ 

This conscious choice of desirable institytional behaviors is planning. There 
is little evidence-'bf m "planning" being used at the state level to propose and 
'then achieve a desirable future with regard to higher education; at best, 
planning has been used as a process to document an expected future. - r 

While complete clarity about state purposes may be politically impossible to 
achieve, some specification is an operational necessity.. To the extent that 
there is miscommunication or lack of understanding about the expectations and 
prioritjflU of^Hfete-Lpvel decision-makers and these expectations are not met, 
institutional managers "become susceptible to charges that their iigltitutions 
are not being responsive- to a ma^pr constituent and iunder. Thi^brings us to 
xhe third funcxion of budgerte. 

In addition to their role in distributing resources and providing awareness of, 
and incentives for, accomplishing funder priorities, budgets are also 
accountability* frameworks. Since accountability is the post facto mirror image 
of planning — was performance in accordance with expectation? — the utility of 
the budget as an accountability device is heavily dependent on the extent to 



J .»• .. - . • . 

which the budget reflects funder priorities and ties funding -to performance in 
priority areas. It must be recognized that a* relationship between the tesouro 



Divnot 
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Allocation approach utilized and the ends achieved does exist whether oiynot * 

*- • ' ■ ' J r 

that recognition is explicit. The choice is whether to start with > ■ 

priorities/ purposes/objectives in mind and fashion the resource allocation 

mechanism to provide incentives for achieving those purposes or tp start with a 

resource allocation ^cheae and accept the consequences of th^incentive system 

that inevitably lurk, within, «"~* » ' * 

The Nature of Higher Education/ the Organizational Context 

•*. - r . •■: • 

Public institutions of higher education, with very few exceptions, are heavily 
dependent 'upon and influenced by state government. They are not, however, just 
another administrative or operating arm of state government. They are a 
invariably established as separately organize d^t^Mtatffe entities with their 



own governance and policy-making bodies. They n^p a special relationship with 
state government and are expected to have a greater or lesser degree of 
independence. But this particular arrangement with £tate government is but one 
of the characteristics of higher education that affect the resource allocation 
process. 

Higher education institutions, by design, are pluralistic bodies. They are 

intended to simultaneously serve the needs and purposes of multiple constituent 

• V 

groups. As an absolute minimum, state- supported colleges and universities have 
two clearly defined audiences — the individuals enrolled in the institutions as 
students and ^tate government acting in response to the collective needs of the 
citizens of the' state, host institutions have many more constituent groups 
from which they ^receive some measure of financial support, to which they 

provide some kind of services, and by which they are regulated in one way or 

• \ 



another. .Among these are federal agencies, business and industry, 



^philanthropists, jfafculty and other employees, etc. 

' «» . - -:" 

* • 

Thus, while state government is a major constituent of public higher education," 
it is by no means the only constituent. College administrators are faced with 
the necessity of simultaneously responding to several groups, each of which has 
provided financial or other resources to the institution and each of which has 
an (at least slightly; different set .of expectations: As a result, whatever 
budgeting processes are put in, place by the state must serve the state's needs 
but not obviate the institutions' 1 abilities to respond appropriately to the 

dther clientele groups that may have a small — but nevertheless 

* • -* 

important — financial stake in the enterprise. 0 ; 

Second, of these various constituents, state government is the flUfalrr that must 
concern itself with the ongoing viability oi" the public system of higher 
education in the state. JNo other client group has a material interest in the 
investment component of support; others are better viewed as purchasers ' of 
services. Indeed, it is the public responsibility for the development and 
maintenance of the institutional asset that marks the primary difference 
between public and independent colleges. 

In this context it must be realized(J£at there is 4 an interrelationship between 

s ■ ■ 

the level of governance control enforced by the state and the willingness of 
other participants to provide support to the enterprise. The more a state 
insists on exercising detailed managerial control of the institution the less 

incentive for the other stakeholders to provide substantial levels of support. 

-» * 

The state philosophy regarding level of control^ placed /on public instij^utions 
as well as state purposes and objectives shaped the budgeting process. Bideea, 
the two notions work in tandem to reinforce a p&rticular approach. Tight state 



control goes hand in hand with procedural I operational; purposes and leads' 
almost inevitably to line- item budgeting and a finance- oriented accountability 
system. Less rigid state control at least allows -the incorporation of more 
<> ends-oriented purposes; and can lead to incorporation of more ends-oriented 
budget schemes and accountability mechanisms that foqus more on services 
rendered and accomplishment of objectives. Structural and philosophic forces 
provide the environment within which the approach to budgeting must be $tevised. 

Educational Production Functions / . 

While the environment lor higher education' within a state does much to shape a 

budgeting process that is workable, the inner /Workings of the enterprise also* 

weigh heavily. Central is the "technology" of" education — production functions 

that are loosely defined, making budgeting mote difficult on the one hand but 

allowing for social efficiencies on the other? It is a fact of life that most 

educational outcomes can. be produced in a variety of ways. Instruction can 

occur through large lectures or small seminars, face to face, or through 

employment pf any number of alternative media. The alternative of which 

production function to employ is a function/ of preferences, of skills\of 

individual faculty, of availability of facilities, equipment and other! 

• i \ 

resources, ana of the array of the need to allocate available resourced to a 

/ ■ >, , , 

variety of activities that serve the current set of constituents. TherA are no 
absolutes that lead to a prescription of h3w best to go about the ^usine^s of 
education. Selection of an approach turns mom on tradition, values, anc 
preferences than or? any heretofore well * definecj, most effectively of 



conducting thfe central functions of the, 
core of many of the problems that surrounc 



or adequate level of state support for puqlic higher education. Unlik^som^ 

10 



4emy. This circumstance is at the 
t£e determination of an appropriate 



industries thea*e is np technologically induce a "standard cost," The 
ae termination -of what it should cost to carry out instructional activities is 
made, if at all, through consensus and retrospective analysis of the 
consequences of prior years 1 preferences rather than on any hard and fast 
relationship between inputs and outputs* While the loosely defined production 
functions that characterize higher education create many potential hassles both 
inside - and outsiae the institution, they also allow for creative use of 
resources and the possibilities- for conducting programs and activities in such 
a wa y that multiple clients can be satisfied at costs that are probably less 
than would be the case if each beneficiary would pay the full cost of benefits 
received. The art of managing institutions bf higher education is very much 
the art of selecting or creating 'that set of activities that will 
simultaneously achieve diverse purposes at least cost-- in short, to achieve' 
joint products to the fullest extent possible. The development of budgeting 
and accountability mechanisms that dictate operational decisions and abridge 
flexibility are probably not in the best interests of the funder. 

The Structure of the Budget Uiulti-Purpose and Single-Purpose Components; 

It is recognized that there are at least ^as many formulations of state highe* 
education budgets as there are statejs. The; myriad unique approaches that have 
been contrived by the states and that have evolved over time to their current 
form, however, can be viewed as combinations of variations on only two basic 
themes. Budgets are conatructed of two basic components — a multi-purpose 
(core, general ) component and varied numbers of single-purpose (categoriQal, 
special) components. The multi-purpose component is invariably the largest; 
component ar^d, as the label indicates, provides support fo^ the basic 
operations and programs of the institution. 



It is generally expected that # this core allocation is made with the expectatior 

«, ✓ . 

of achieving a- variety of state purposes. " T . 

' > - -* 

1. Access to. higher education opportunities 

- * .« 

«■ - < . • 

-2. Economic aevel<pment, ■ 

3- iiaintenance and. enhancement of the system put in place to achieve 
these objectives 

■4- Efficiency " 

.. I ■>-, : ' ■ \ • • . • ' - 

While the core or base funding for higher education institutions may derive 

from the multi-purpose component of an overall reyenue allocation scheme, no 

i 

state can ignore the. need for special-purpose allocations of; funds. This need 
for a variety of single-purpose allocations in addition; to the multi-purpose 
base stems* from two roots. First, states may have specific objectives or 
priorities for higher education that are bfcst promoted through allocation of a 
special pot of money. In other cases, the state may want to create additional 
incentives for activities that are ongoing within institutions/ but which have' 
emerged as high priority for some reason. Second, and not totally independent 
of the first, are those state-level needs or priorities that may be ongoing, 
but whic£ are best served by only one or two institutions, hulti- purpose 
allocation mechanisms create incentives for similarity rather than 
differentiation. The state has need* to treat institutions differently, to 
reinforce desirable differences rather than erase those differences. 
Single-purpose resource allocation approaohes are the mechanism through which 
those desirable difference^/ can be fostered.^ ^ 



9 
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III. Observation^ and Jmplicatiohs 



It seems to me^ that there are a set of principles or rules of good practice 
that can be constructed w£th these building blocks. Some' of these &re a 
repetition of such principles that are of long standing in the budgeting world v 
Others aye more of my own ccjiooction. Without belaboring the point, I v5^tila ' 
^.ffer y the following: > $*\ 

ar^^^ prin ciples x»f sound budgeting should be followed in the context of 
state resource allocation to higher -education. The context forces 
adaptation but does not require abrogation.* This means that the 
budget should be viewed as a device for achieving desirable ends and 
that the notion of accountability should be integrated into the 
— "resource allocation prod^ss. ' 

This also means that states should understand and make explicit ^at 
least relatively more explicit) that they are allocating funds i»- 
ofrder to achieve a set of services Outcomes from and conditions at) 

/ ; • <t 

$n institution of higher education. Institutions should understand 

' ■ . ■ ■ ■ /' v' 
the expectatiQns as a condition of receiving momeyl In the absence of 

a statement or understanding of such expectations, the basis for 

c accountability is absent. . • * ti ' \ 

' : x ' ' »" 

* > ' ' , ■ i 

b. The form of the budget should be in line 'with the governance 

relationship between state government and institutions. If the 

■ : > ' V ■ ' ' " V, ' • 

governance Relationship, is one in which institutions are viewed 
.virtually as state agencies, thdp the, budget approaches used ,elsewhere 
in state government may be appropriate. In such cases resourqe , . ' '.- 
allocation- focuses on line-item budgets and accountability is a 



10 c 



financial accountability — were the fuiids expended in apcordance with 
the detailed line- item spending plan and were, approved procedures If or 
purchasing, setting of salaries, etc.) followed? 

If, on,, the other hand, the commonly ascribed pluralistic nature "of 
higher education is recognized and higher education dnstxtutions««are 
^iewexl by the state as entities that serye not only the state but- a 
variety of other constituents, then § different approach to resource 
allocation is appropriate. In such cases the state must be more r 
, concerned with stating its expectations, allocating funds with the 
understanding that they will be < used to achieve those expectations, 
and leaving the managerial responsibilities in the hands of 
institutional administrators." A 

7 

i?or,the core or multi-purpose component of the 'budget, accountability, 
mechanisms must be given particular attention an d^ indeed, must be 
constructed outside the resource allocation schema. They are not 
inherent in the resource "allocation mechanism. In the single-purpose 
component of the budget, it is possible to construct resource 
allocation algorithms that make the accountability component an 
integral part of the budgeting schemed For example, a special-purpose 
component contrived to create incentive^ ancl rewards for preparation 
of particular kinds of manpower can be -funded on a capitation basis. 
Institutions receive funds in a specified amount for each degree 
winner in the area of particular interest. In such a. scheme, the 

accountability mechanism ^the number of degrees grafted in the fieldj 

t. i * 

is built directly' into the allocation process. There is no 
separation. In the multi-purpose component, however, this is not 



possible. Because of the phenomenon of "joint" products, institutions 
can create a set of activities that simultaneously serve multiple 
ends. It is possible to establish a ^price 11 for each of these 
products or services rendered to sell these products or services to. 
all constituencies including the state. That. is an independent 
university model in higher education, a model in which the institution 
and its directors are responsible not only for their services provided 
but for the 4 development and main tenance/af vthe assets of tijie 
enterprise as well. At public institutions, state objectives for, 
higher education include not only the production of services, but 
institutional viability and maintenance of the assets as well*.^ This 
condition, plus the nature of the production functions of higher* 
education, leaves states in a position of funding either activities 
(for example, student credit hours J or the assets and capabilities 
directly (for example, number of faculty in various departments;. In 
such situations the ends-oriented accountability mechanisms are not 
incorporated as part of the resource allocation process. In the 
absence of a separately established accountability process, 
accountability will take the form of purely financial 
accountability — where the funds spent in the ways that the resource 
allocation mechanisms generated. If the first principles of budgeting 
are r to be kept in tact, special attention to the accountability 

jr 

component is a requirement. 

The, use of the resource allocation format, as well as its form, should 
be generally understood. Be'cause core funding~is multi-purpose and 
because there is a rationale for separating the resource allocation 
process from the accountability device, care. must be taken to insure 



that there is an understanding that procedures for resource allocation 
from the state level to the institution is not confused, witiv. . 
procedures for resourc^^llocatiqn within the institution and that v' 
neither of these are substituted for the accountability device from 
the institution back to the state. * , ■> . ' 

Where special-purpose resource allocations jjjpe made, it is appropriate 

to search for mechanisms that incorporate accountability mechanisms 

. i ■ ■ * ■ . 

directly fc into the resource allocation device. % 



